K 


1) Current Status Share Repurchase 

We generally don't comment, but the program is active and we will 
announce specific number of shares bought in the second quarter at the time of our 
earnings release, July 12th. 

2) Investor Sentiment 


The community is concerned about our low market valuation and many are 
calling for some action other than earnings improvement. Our response is to 
emphasize that shareholder interests are paramount, but the answer is not a "quick 
fix" but well thought out initiatives that have long range benefit. We also 
emphasize the fundamental strengths and our pro-active approach in dealing with 
attacks on PM and the cigarette industry. 

3) Earnings Growth 1994 

We expect all of our operating units to be up in 1994. The tobacco 
business is strong and we expect to out perform our competition at KGFNA and 
Miller. KGFI earnings growth will be very moderate in 1994 due to development 
costs and currency. The long term outlook for KGFI is for much stronger earnings 
growth. 

4) Acquisitions / Divestitures 


Acquisitions will be limited to those entities that meet stringent investment 
criteria. Divestment of operations (can't be specific) that don’t fit strategically will 
be considered. It's conceivable that cash in from divestments could match or even 
exceed cash out for acquisitions over the next year. 

5) Capital Expenditures Forecast 

Capital expenditures are estimated at $1.8 billion in 1994 and $8.2 billion 
in 1994-98. In 1994 63% will be invested in food operations and 32% in tobacco. 

6) Free Cash Flow 


Free cash flow (after capital expenditures and dividends) increased from 
$2.5 billion in 1992 to $3.0 billion in 1993. Over the next five years 1994 through 
1998 we expect free cash flow to significantly exceed the $11.2 billion generated 
over the last five years. 
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7) Currency 


Reduced 1993 IFO by $270 million in 1993. Main reduction was in KGFI 
($202 million). First quarter 1994 IFO reduced by $42 million ($27 million 
KGFI). 

8) Cost Savings 

A number of cost cutting measures here instituted over the last few years 
which, resulted in pre-tax savings of $950 million in 1993. A good part of this was 
reinvested in the businesses. Restructuring announced in November 1993 will 
result in further pre-tax savings of about $1 billion in 1997. 

9) Debt/Equity Ratio 

The Debt/Equity Ration reached 1.41 to 1 at year-end 1993 due to the 
restructuring charge. We expect the year-end 1994 ratio to be below the 1.29 to 
level at year-end 1992. 


i 
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OVERALL MESSAGE POINTS TO COMMUNICATE 
[6/23/94 MEETING WITH ANALYSTS] 


WE ARE COMMITTED TO INCREASING SHAREHOLDER 
VALUE. 

THE STATE OF OUR BUSINESSES IS HEALTHY. 

EXTERNAL ISSUES ARE MANAGEABLE. 

MANAGEMENT IS OPEN AND ACCESSIBLE TO ALL 
CONSTITUENCIES, ESPECIALLY EMPLOYEES, INVESTORS 
AND MEDIA. 
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BILL MURRAY — INTRODUCTORY REMARKS 


[GOOD AFTERNOON, WELCOME.] 

VISION OF OUR COMPANY GOING FORWARD: 

1. PLAN TO GROW ALL OF OUR BUSINESSES — FOOD, 
TOBACCO, BEER — AT RATES THAT WILL COMPARE 
VERY FAVORABLY WITH OUR COMPETITION, AND WITH 
REST OF CORPORATE AMERICA. 

IN A GOOD POSITION TO ACCOMPLISH THIS. FIRST- 
QUARTER EARNINGS BEAT EXPECTATIONS, AND WE 
ALSO EXPECT A GOOD SECOND QUARTER AND 
FULL YEAR. 

GEOFF WILL PROVIDE SOME DETAILS IN A FEW 
MINUTES. [BUT SORRY, NO PROJECTIONS, FOLKS.] 

2. DETERMINED TO INCREASE RETURNS TO 
STOCKHOLDERS. 

A. SPIN-OFF POSSIBILITY. MANY OF YOU BELIEVED 
THIS WOULD BE THE BEST WAY TO IMPROVE OUR 
TOTAL VALUE AS A COMPANY — I WANT TO TELL 
YOU WHY THE BOARD REACHED A DIFFERENT 
CONCLUSION. 
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(i) 


IT WAS NOT CLEAR THAT SEPARATION OF THE 
BUSINESSES WOULD RESULT IN A 
MEANINGFUL, ENDURING ENHANCEMENT OF 
STOCKHOLDER VALUE. 

(ii) IT WAS CLEAR THAT, IN THIS ENVIRONMENT, 
THE TRANSACTION WOULD HAVE BEEN VERY 
COMPLICATED FROM A BOTH LEGAL AND 
STRUCTURAL STANDPOINT. . . AND WOULD 
ALSO HAVE BEEN VERY DISRUPTIVE TO THE 
BUSINESS. 

(a) A FEW WORDS ABOUT THE LEGAL 
COMPLICATIONS. WE ARE CONFIDENT 
THAT WE WILL PREVAIL IN THE LEGAL 
ACTIONS CURRENTLY AGAINST US, AND 
WE ARE CONFIDENT THAT THE KINDS OF 
SPIN-OFFS WE CONSIDERED WOULD HAVE 
CREATED NON-TOBACCO COMPANIES 
THAT WOULD NOT HAVE BEEN 
VULNERABLE TO LIABILITIES ARISING 
FROM OUR TOBACCO BUSINESS. 

(b) HOWEVER, WE WERE ALSO CONFIDENT 
THAT ANY KIND OF SPIN-OFF WOULD 
HAVE BEEN CHALLENGED BY VARIOUS 
PLAINTIFFS' LAWYERS, ALLEGING THAT 
IT WOULD BE A FRAUDULENT TRANSFER 
OF ASSETS. 
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(c) WE ARE CONFIDENT THAT WE WOULD 

HAVE PREVAILED HERE TOO — BUT ONLY 
AFTER SIGNIFICANT DELAYS. AND WE 
JUST DID NOT THINK THAT A 
TRANSACTION AS LARGE AND IMPORTANT 
AS THIS ONE — PROBABLY THE LARGEST 
IN THE HISTORY OF CORPORATE AMERICA 
— SHOULD BE TIED UP IN THE COURTS 
FOR A LONG TIME. [UNCERTAINTY 
WOULD HAVE HURT BOTH OUR BUSINESS 
AND OUR STOCK.] 

(iii) SO PUTTING IT ALL TOGETHER, THE BOARD — 
INCLUDING MIKE MILES, BY THE WAY — 
UNANIMOUSLY AGREED NOT TO PROCEED 
WITH A SPIN-OFF AT THIS TIME. 

(iv) WE NEVER SAY NEVER. BUT AS WE STATED 
LAST MONTH, WE DO NOT EXPECT THE BOARD 
TO DISCUSS THIS ISSUE IN THE FORESEEABLE 
FUTURE. 

(v) HOWEVER, WE ARE ALWAYS LOOKING AT 
VARIOUS STRUCTURAL ALTERNATIVES THAT 
WOULD ENHANCE OUR BUSINESS PROSPECTS 
OR RETURNS TO STOCKHOLDERS. 
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B. OTHER WAYS OF ENHANCING RETURNS TO 

STOCKHOLDERS — OUR BUSINESSES GENERATE 
OUR PHENOMENALLY STRONG CASH FLOW. AND 
OUR CASH FLOW ENABLES US TO BUILD VALUE FOR 
SHAREHOLDERS THROUGH A MENU OF OPTIONS, 
INCLUDING: 

• A MORE AGGRESSIVE DIVIDEND POSTURE. . . 

• BUYING BACK OUR STOCK. . . 

• SELECTIVE CAPITAL INVESTMENTS AND 
ACQUISITIONS. . . 

. . . ALSO CONSIDERING OTHER OPTIONS, SUCH AS 
RESTRUCTURING OR REDUCING OUR DEBT, 

AND DIVESTING NON-STRATEGIC OR UNDER- 
PERFORMING OPERATIONS. . . 

• BUT AT THE END OF THE DAY, INCREASING 
OUR EARNINGS IS THE MOST IMPORTANT WAY 
OF ENHANCING SHAREHOLDER VALUE. 

ACHIEVING OUR OBJECTIVES WILL MEAN THAT WE 
WILL HAVE TO SUCCESSFULLY MANAGE THROUGH THE 
LEGAL AND PUBLIC POLICY ENVIRONMENT 
SURROUNDING OUR TOBACCO BUSINESS HERE IN THE 
UNITED STATES. 
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WE ARE CONFIDENT THAT WE WILL BE ABLE TO DO 
THIS. . . AND GEOFF WILL GIVE YOU SOME OF THE 
DETAILS OF A PROGRAM WE ARE ABOUT TO KICK OFF 
NEXT WEEK. 

4. SUCCESS ALSO WILL REQUIRE THAT WE COMMUNICATE 
THE STRENGTH AND POTENTIAL OF THIS GREAT 
COMPANY. BETWEEN US, GEOFF AND I HAVE NEARLY 
50 YEARS OF EXPERIENCE BUILDING PHILIP MORRIS, 
AND WE LOOK FORWARD TO SHARING OUR EXPERIENCE 
AND KNOWLEDGE WITH YOU. 

[AND NOW GEOFF WILL SAY A FEW WORDS. . . ] 
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BILL MURRAY — BACKGROUND FACTS 


SINCE 1984, WE HAVE INVESTED NEARLY $28 BILLION 
IN BUILDING PM THROUGH ACQUISITIONS: 

FOOD $26 BILLION 

TOBACCO $1.5 BILLION 

BEER $1 BILLION 

SHARE REPURCHASE: 

SPENT MORE THAN $6 BILLION TO BUY BACK 
SHARES SINCE PROGRAMS BEGAN IN 1983. 

IN FIRST FIVE MONTHS OF 1994, WE BOUGHT BACK 

10.4 MILLION SHARES AT AVERAGE PRICE OF $_ 

PER SHARE. ~ 

DIVIDENDS: FEB 94 INCREASE WAS 6.2% TO $2.76 PER 
SHARE. WE LOOK NOT ONLY AT DIVIDEND PAY-OUT AS 
PERCENT OF EARNINGS — NOW HIGH BY STANDARDS OF 
TRADITIONAL 40% — BUT ALSO AS PERCENT OF 
OPERATING CASH FLOW. [1993 dividends declared per share 
/ underlying EPS - 56%J 
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GEOFF BIBLE — INTRODUCTORY REMARKS 


[GOOD MORNING, WELCOME. WILL KEEP REMARKS BRIEF, 
KNOW YOU HAVE A LOT OF QUESTIONS.] 

• MAKE SURE YOU'VE GOT THE RIGHT STORY ON THE 

STATE OF OUR BUSINESSES. FIRST-QUARTER EARNINGS 
BEAT EXPECTATIONS, AND WE’RE CONTINUING TO FIRE 
ON ALL CYLINDERS — 

TOBACCO IN GREAT SHAPE, NEVER BETTER. 

DOMESTIC: MARLBORO RETAIL SHARE 
HITTING NEW RECORDS (27.3% IN 3/94), TOTAL 
SHARE HITTING NEW RECORDS (45.6% IN 3/94), 
SOLID EARNINGS PERFORMANCE. AND 
CONTINUING TO GROW FROM THERE! 

INTERNATIONAL: EARNINGS UP IN JUST 
ABOUT EVERY MARKET, WELL POSITIONED TO 
CAPITALIZE ON TREMENDOUS GROWTH 
POTENTIAL. DOUBLE-DIGIT VOLUME 
GROWTH; EVEN ON APPLES-TO-APPLES BASIS, 
5-6% VOLUME GROWTH, A BIT ABOVE 
TRADITIONAL BASE BUSINESS GROWTH. 

NORTH AMERICAN FOOD — BENEFITING FROM 
RESTRUCTURING, AND NEAR TOP OF PEER 
COMPANIES. 
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INTERNATIONAL FOOD EXPANSION — APPLYING 
INTERNATIONAL LESSONS FROM TOBACCO — 
PROCEEDING SUCCESSFULLY. EXCLUDING 
CURRENCY (WHICH IS NOW REVERSING), WOULD BE 
SHOWING GOOD PROFIT GROWTH. 

BEER — SHARE LOOKS GOOD, INCOME CONTINUING 
TO GROW WELL. TAKING FIRST STEPS TOWARD 
INTERNATIONAL EXPANSION. 

EXTERNAL ISSUES. CONFIDENT THESE WILL REMAIN 
MANAGEABLE. 

LITIGATION : THE GOOD NEWS ON THE LITIGATION 
FRONT IS THAT THERE'S REALLY NO NEWS. SOME 
NEW AND EXPERIENCED PLAINTIFFS' LAWYERS, 
SOME NOVEL APPROACHES, BUT WE ALSO HAVE 
EXTREMELY TALENTED AND EXPERIENCED 
COUNSEL REPRESENTING US. 

WE EXPECT TO PREVAIL, BOTH ON CLASS- 
ACTION ISSUES AND ON THE UNDERLYING 
CLAIMS. 

REMEMBER THAT WE HAVE NEVER LOST A 
CASE. 
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WASHINGTON 


MUCH OF THE RHETORIC YOU’VE HEARD IN 
RECENT WEEKS COMES FROM A SMALL GROUP 
OF ZEALOUS ANTI-TOBACCO LEGISLATORS. 

[F.E.T.] FOR INSTANCE, WE DON'T BELIEVE 
THAT AN INCREASE IN THE FEDERAL EXCISE 
TAX ON CIGARETTES — IF ANY — WILL BE AT 
THE OUTRAGEOUSLY HIGH LEVELS THAT SOME 
HAVE SUGGESTED. REASONABLE HOUSE WAYS 
AND MEANS INCREASE OF 45 CENTS PER PACK 
OVER 5 YEARS. 

AS FOR CONGRESSMAN WAXMAN’S HEARINGS 
THIS WEEK. . . 

WE CANNOT SPEAK SPECIFICALLY ABOUT 
THE PRACTICES OF ONE OF OUR 
COMPETITORS, BECAUSE WE DO NOT 
HAVE THE DETAILS. 

STILL, WE HAVE NOT HEARD ANYTHING 
NEW WHICH WOULD MERIT A GRAB FOR 
JURISDICTION OVER TOBACCO BY THE 
F.D.A. 
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SUMMING UP — 





1. WE'RE THE BIGGEST DOMESTIC TOBACCO 
COMPANY. . . 

- BIGGEST INTERNATIONAL TOBACCO COMPANY. . . 

- BIGGEST U.S.-BASED INTERNATIONAL FOOD 

COMPANY. . . 

- BIGGEST NORTH AMERICAN FOOD COMPANY. . . 

- SECOND BIGGEST FOOD COMPANY IN THE WORLD. . . 

- SECOND BIGGEST BREWER IN THE U.S. . . . 

- WE HAVE 60 BRANDS WHICH EACH GENERATE 

MORE THAN 100 MILLION DOLLARS IN 
OPERATING REVENUES. . . 

- AND BY THE WAY, THE BIGGEST TAXPAYER IN 

THE U.S. — $7.4 BILLION IN 1993 (Federal excise 
taxes $3.1, federal income tax $1.2, state and local 
excise taxes on cigarettes $3.2) . . . 
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- OUR CUMULATIVE CONSUMER PRODUCTS 

OPERATING CASH FLOW OVER THE PAST FIVE 
YEARS HAS BEEN ALMOST AS LARGE AS THE 
CASH FLOWS OF TEN OF OUR LARGEST 
COMPETITORS COMBINED . .. 

- OVERALL, THE BIGGEST CONSUMER PACKAGED 

GOODS COMPANY IN THE WORLD. 


2. WE’VE GOT THE WORLD'S BEST BRANDS, TERRIFIC 
INFRASTRUCTURE IN PLACE, GREAT PEOPLE. WE 
ARE TAKING A ROBUST APPROACH TO MEETING 
OUR CHALLENGES. 


WE’RE DETERMINED TO COMMUNICATE OUR 
EXCITEMENT. THIS MEETING IS A GOOD START. 

AND DON'T FORGET, YOU ARE OUR 
SHAREHOLDERS. YOU ARE ALSO, BY VIRTUE 
OF YOUR EDUCATION, YOUR SKILLS, AND 
YOUR PLACE IN YOUR COMMUNITIES, AMONG 
THE OPINION LEADERS OF AMERICA. 


THE EXTERNAL THREATS THAT WE. FACE ARE 
ALSO THREATS TO YOUR INVESTMENT. WE 
ASK YOU TO SPEAK OUT AGAINST RIDICULOUS 
TAX INCREASES. . . AGAINST THE E.P.A.'S BAD 
SCIENCE. . . AGAINST THE WITCH-HUNT GOING 
ON IN WASHINGTON. 
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WE ARE EVEN GOING TO MAKE SURE THAT 
YOU — AND THE REST OF THE COUNTRY — 
LEARN OUR SIDE OF THE STORY. NEXT WEEK, 
WE WILL LAUNCH A HARD-HITTING AD 
CAMPAIGN ENTITLED [TITLE TO COME] — 

[hold up materials]. IT USES A RECENT ARTICLE 
IN FORBES MEDIA CRITIC SOME OF YOU MAY 
HAVE SEEN — "PASSIVE REPORTING ON 
PASSIVE SMOKE." 

WE ARE GOING TO FIGHT, AND WIN, ON YOUR 
BEHALF — IN THE MARKETPLACE, IN 
WASHINGTON. . . AND IN THE STOCK MARKET. 

WE LOOK FORWARD TO HELPING YOU LEARN 
MORE ABOUT US IN THE FUTURE. 

# # # 
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GEOFF BIBLE — BACKGROUND FACTS, 

KEY POINTS TO MAKE IN Q & A 

TURN ANSWERS TO. . . 

• GREAT BRANDS WE CAN. . . 

(A) GROW IN ESTABLISHED MARKETS, AND 

(B) INTRODUCE AROUND THE WORLD. 

• TREMENDOUS RESULTS FROM DOMESTIC TOBACCO 
PRICING STRATEGY, AND FROM GOOD MARKETING AND 
SUPERB EXECUTION 

WE DIDN'T JUST ’ RENT'' OUR SHARE GAINS — 
THEY’RE LARGER THAN MOST PEOPLE THOUGHT 
THEY’D BE, AND THEY’RE CONTINUING 

SUCCESSFUL MARLBORO ADVENTURE TEAM, NOW 
FOLLOW-UP WITH MARLBORO COUNTRY STORE. 

SUPERB SALES FORCE JOB — VISITED OVER 200,000 
RETAIL OUTLETS TO MONITOR PRICING AT 
CONSUMER LEVEL 

• INTERNATIONAL TOBACCO EXPANSION. 

[CENTRAL/EASTERN EUROPE, CHINA.] 

• MILLER BEGINNING INTERNATIONAL EXPANSION. 

[MILLER GENUINE DRAFT IN PUERTO RICO, 
DOMINICAN REPUBLIC, MEXICO CITY AREA.] 

- 14 - 

Source: https://www.industrydocuments.ucsf.edu/docs/ymwl0000 


2045G87713 




LATIN AMERICA — GREAT EXAMPLE OF: 


OUR TENACITY — WE BUILT GREAT SHARES THAT 
ARE NOW PAYING OFF IN MEGA-BUCKS. 

SUCCESSFUL INTEGRATION OF TOBACCO AND FOOD 
— GROWTH ALL LED BY SAME MANAGEMENT 

INTERNATIONAL FOOD EXPANSION. 

ACQUIRED MORE THAN 20 FOOD COMPANIES SINCE 
1988. BUILT THE COMPANY FROM VIRTUALLY 
NOTHING. 

LAST YEAR OUR FOOD BUSINESS OUTSIDE NORTH 
AMERICA WAS LARGER THAN THE TOTAL 
WORLDWIDE BUSINESS OF GENERAL MILLS, HEINZ, 
CAMPBELL’S, KELLOGG, ETC. [We had $9.4 billion in 
revenues.] 

DOMESTIC FOOD (FOR INSTANCE, SUCCESSFUL PRICING 
ACTIONS: CHEESE, RED MEATS, POWDERED SOFT 
DRINKS) 

JACOBS SUCHARD: EXAMPLE OF QUALITY PRODUCTS, 
STRATEGIC ACQUISITION, INTERNATIONAL FOOD 
BUSINESS GROWTH 
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Q&A / PRIMARY 
RESPONSIBILITY 
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Q & A: PRIMARY RESPONSIBILITIES 


WM: Succession, Board decisions, enhancing shareholder value 

GB: External issues, building the businesses 
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MOST LIKELY 
QUESTIONS 
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6/22 revision for Thursday 6/23 meeting with analysts. New material 
since Tuesday 6/21 is underlined. 


MOST LIKELY QUESTIONS 


1- Q. Are you going to be meeting with your major institutional 

investors to address their concerns? 

A. Yes, as the opportunity arises. Yesterday, in faekWe /vQaNL, 
formally invited certain shareholders who had requested a 
meeting, to attend a meeting on Wednesday. July 13th. [We 
should be ready to provide, or refuse to provide, a list.] If 
anything material comes out of that meeting, of course, we 
will issue a press release. 

* * * 

2- Q. What are vou going to tell that group? 

A. Remember that they requested the meeting — so what we 
tell them will depend on what they ask us. 

But we expect the general content of our remarks to be 
similar to what we've said this afternoon — our vision for 
the company, how we are going to grow the businesses, how 
we are going to grow value for shareholders. . . and how 
we are addressing external issues. In explaining how we are 
going to increase value for shareholders, obviously we will 
again revisit the reasons the Board decided not to split up 
the company. 
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4-Q. Why didn't you split up the company? Did Mike Miles 


leave, and were you appointed, because he wanted to split it 
up, and you didn't? 

A. Most important single factor: it just wasn't clear that 

separation of the businesses would result in a meaningful, 
enduring enhancement of stockholder value. 

The decision of the Board was unanimous. As all the issues 
surrounding a separation in the current environment became 
clear, all of us — including Mike — agreed to take no 
action on a separation for the foreseeable future. 

♦ * * 
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5-Q. 


When will the Board next consider what you call a more 
a ggressive dividend posture? And what does "more 
ag gressive 1 * mean — 6%? 12%? 


A. '*More aggressive" means an inclination, not a number. The 
Finance Committee of the Board generally considers our 
dividend policy on a quarterly basis. IThe next such 
meeting should be in August.l 


6-Q. When will the Board next consider a stepped-up buyback 
program? And why don’t vou just borrow several billion 
dollars for repurchase, when the after-tax cost of capital is 
lower than vour dividend rate? 



A. We still have significant funds remaining in our current 

program — $900 million as of 3/31/94 — so it is premature 
to talk about stepping up the activity. And although we do 
not rule anything out, we do have to consider prudent 
balance sheet management whenever we borrow, for any. 
pprpQ$q t 
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7-Q. 


What kind of price increases do you expect to be able to 
take this year in domestic tobacco? 


A. Actually, pricing is one of our key challenges in all of our 
businesses. We sell premium products, and obviously we 
will take all opportunities to increase our prices. But we 
can’t let our price gaps widen to unsustainable levels. We 
don't want to ratchet up our prices so far that we have to 
make periodic, massive corrections — as we had to do last 
year in domestic tobacco, this year in powdered soft drinks. 


So while we are confident that we can produce earnings 
growth that will compare very favorably with the rest of 
corporate America, our growth will NOT be driven by 
price increases wav ahead of inflation. 


8-Q. What level of marketing expenses do vou expect in domestic 
tobacco? 

A. Obviously. 1993 was a very expensive year, and we are 

planning to spend less this year. But we are determined to 
be competitive, and we will spend what it takes to protect 
our brands. 
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9-Q. 


How much did you spend on the Marlboro Adventure Team? 
Is the Country Store promotion going to be as expensive? 


A. We do not disclose spending on specific promotions, but I 
can tell you that the Marlboro Adventure Team was worth 
every cent. It was a kev element in staking out a fresh 
image position for the brand, and in maintaining the brand's 
equity in the face of continued price competition. 

Remember. Marlboro is still priced more than 40% higher 
than its discount competition. Its share is growing because 
it delivers a package of total brand value. 


The Marlboro Country Store, a follow-up of the Adventure 
Team, is less costly — largely because the environment for 
premium brands is much better this year than last year. So 
we're not asking the promotion to do as large a job. 


10-Q. We've heard rumors that Reynolds is planning a big 

promotion this summer. What are vou planning to do about 

112 


A. 



Can't do anything until we see it. But we are not going to 
let the price gap between Marlboro and discount 
competition — including heavily-promoted premium brands 
— grow large enough to hurt the Marlboro franchise and its 
natural growth trend. As always, we will defend our brands 
vi gorously against their competition. 
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11-Q. Why are you releasing your second-quarter results early? 

A. The faster we get our numbers out to vou. the faster we can 

talk about them, and about the solid condition of our 
businesses, / 


12-Q. Are you planning to make any senior management chang es 
in any of your core businesses? 

A. None are contemplated, 

* * * 
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UPDATE Q&A / 
ISSUES 
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6/22 revision for Thursday 6/23 meeting with analysts. New material 
since Tuesday 6/21 is underlined. 


UPDATE Q & A / ISSUES 
SHAREHOLDER VALUE / SPIN-OFF QUESTIONS 

Q. Did your lawyers tell you a separation of the businesses 
wouldn't work? Is that why you decided not to do it? 

A. We can't go into details about what legal advice we received, 
but among other issues in this environment, yes, there were 
some legal issues. 

However, we were confident that we would have prevailed in 
establishing non-tobacco businesses that would not be exposed to 
liabilities arising from our tobacco businesses. 

As I explained earlier, though, the most important reason for 
the Board's decision was that it was not clear that a split-up 

■ would create significant, enduring value for stockholders. In 
addition, there would have been a prolonged delay in the 
transaction, as we met and overcame legal challenges. As a 
result, there would have been considerable disruption in our 
business. and even damage to our stock. The Board just did not 
think the upside was worth the downside. 

* * * 

Q. Will the Board reconsider its decision? 

A. In this environment, the Board decided not to continue to 

review the matter for the foreseeable future. But we never say 
never. 

* * * 

Q. Is it true that the Board spent very little time considering the 

separation? 

A. I’m sorry, but we cannot share with you the deliberations of our 
Board. 
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Q. What are you doing, aside from improving earnings and 
growing the businesses, to increase shareholder value? 

A. As I said before, earnings growth is fundamental. That's what 
drives our cash flow, and cash flow in turn enables us to select 
from a menu of options. But here are some key actions: 


1. Uixidzudu We raised our dividend in February. The 
Finance Committee reviews our dividend posture 
quarterly, and the. Committee will certainly consider 
dividend increases as our earnings increase. 

2. Repurchase. : We are actively engaged in a stock 
repurchase program. The Finance Committee will 
consider further share repurchase programs in the future. 



3. 


Investments: We have raised the hurdle rates on 

acquisitions and capital expenditures by an average of 
about 50% . 


4. Divestitures . As we demonstrated last year, we are 

committed to divesting underperforming and non-strategic 
businesses. 


5. Acquisitions.. 

- The flavor of our current program is to make 
strategic acquisitions that enhance our business 
portfolio or enable us to enter a new market. 
Example: coffee in the Czech Republic — for $20 
million we can now bring our magnificent brands 
into this market. 

- We have no intention to enter into a major 
acquisition at this time. However, if a wonderful 
opportunity arose, we certainly would take advantage 
of it. [Jacobs Suchard example.] 
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6. Managing External Issues . Basically, now that we've got 
our defense of our tobacco business in place, investor 
concerns over the federal excise tax, litigation and 
increased regulation account for most of the depression in 
our stock price. If we work our way through these issues 
well, then our price should better reflect our business 
prospects — and our business prospects are great. 
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BOARD DELIBERATIONS / SUCCESSION QUESTIONS 


Q. What are you going to do differently than Mr. Miles? [In 
substance, to increase shareholder value, or in style. . . ] 

A. There isn't any real way to compare and contrast. Anyway, 
we're here to communicate with you about our future, not to 
dwell on the past. The point will be to keep the company 
growing and to increase returns to shareholders. These aren't 
unique goals. But we're determined to make sure that our 
performance is outstanding, and that we communicate it 
effectively. 

* * * 

Q. Do your new positions really mean that Hamish Maxwell is still 
putting his stamp on the company? 

A. We value Hamish's counsel as a member of the Board. But we 
are our own men. [The Philip Morris of today will not be the 
Philip Morris of Hamish Maxwell, any more than it will be the 
Philip Morris of Mike Miles, George Weissman or Joe Cullman. 
That's just a fact of life.] 

* * * 

Q. What can you do that's better and different than what Mike 
Miles was doing? 

A. We don't want to get into a compare-and-contrast game. We're 
here to communicate about the future. I can say that Mike has 
left a company in great shape, operationally, and that we are 
going to give a lot of time to communicating the strengths of 
our company, our brands, our people. . . and our positions in 
Washington. 

* * * 

Q. How are you going to handle the external issues that keep 
depressing your stock price? 

A. We have the resources, knowledge, experience and will to deal 
with these issues aggressively and pro-actively. 
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- Absolutely crucial to realize that most of the depression in 
our stock price is related to external issues. As we 
manage successfully through these issues, stock price 
should begin to better reflect our business prospects — 
and our business prospects are excellent. 

So we plan to fight, and we are right in our positions. 
When you're right, and you fight, you win — as simple as 
that. 

★ * * 

Q. Was Mike Miles just sick and tired of being the head of a 
tobacco company? 

A. Can't speak for Mike — resignation was a personal decision. 
rWe certainly find the prospect of heading up world's largest 
consumer packaged goods company, second-largest food 
company, third-largest brewer, quite exciting.] 

* * * 

Q. Was Mike Miles in trouble, as the Times suggested this 
morning, because he master-minded the Marlboro Friday 
strategy? 

A. Many of us worked on the Marlboro Friday strategy, and we are 
proud to say it has been an unqualified success. Tremendous 
job, in particular, done by PM-USA. 

Mike's resignation was a personal decision. 


Q. Were you surprised by Mike's resignation? 


A. When you work closely with someone, sometimes you get a 
sense of direction. So I guess we weren't entirely surprised. 


Q. Why are you going to such great lengths to introduce yourselve 
to us? What's this communication program really about? 
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A. Geoff and I have both been central to the growth of this 

business, and we've been able to translate what we've learned 
about tobacco to food and beer, so we're very excited about 
communicating our company's strengths. And obviously, based 
on the survey Geoff mentioned, which showed that very few 
could name more than three of our brands, we have a quite a bit 
of work cut out for us. 

For instance," some large consumer packaged goods companies 
like to talk about their "power brands" — brands that generate 
more than $100 million in revenues. Maybe they have a dozen, 
or two dozen, of these "power brands." We have 60 . 

* * * 

Q. Are you surrogates for Hamish Maxwell? 

A. We value Hamish's counsel, as we value the counsel of all the 
members of our Board of Directors. But we are our own men. 

* * * 

Q. Is it true that Hamish Maxwell has recently been involved in 
budget meetings? 

A. There are meetings that Hamish has been invited to, but there 
has been no change in his participation. He has not attended 
Philip Morris business meetings any more frequently in the last 
six months than he did over the previous three years. 

* * * 

Q. Like most companies, you used to have a Chairman/C.E.O. and a 
President/C.O.O. Now you have a Chairman and a separate 
C.E.O. What's the difference? 
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A. [We decided that it's better — more streamlined and 

decentralized — to have the business units report to a C.E.O. 
than to a C.O.O., so that the business heads can be their own 
chief operating officers.] Basically, we're a team. Geoff and I 
have worked together for more than two decades, and we work 
together well. Geoff and I sat down and looked for ways we 
can make the thing work. We decided that this division of 
responsibilities is simply the best way to run the company right 
now. And that is what we recommended to the Board, and that 
the Board accepted our recommendation. 

Q. When do you [Bill Murray] expect to retire? Is Geoff being 
groomed as your successor? 

A. We're in place as a team. At this time I have no plans on 

retirement. [But when our stock hits 200, I'll be retiring as fast 
as I can. I can't speak for Geoff.] 

* * * 


N 


V 
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EXTERNAL ISSUES — GENERAL 


Q. Do you have a new strategy for dealing with external issues? 

A. Important thing is that we have the resources, knowledge, 

experience and will to deal with these issues aggressively and 
pro-actively. We plan to fight, and we are right in our 
positions. When you're right, and you fight, you win — as 
simple as that. 

Examples of our actions: 

Unfortunately, in some situations, the appropriate forum 
to correct certain abuses is the courtroom. E.P.A., San 
Francisco, Cap Cities/ABC. 

Fortunately, there are many other options, and we will be 
using them to get important messages out. 

E.g. advertising — we ran an ingredients ad, and an 
ad on Bill Campbell’s testimony before Congressman 
Waxman’s hearing. 

The new ad campaign, highlighting the E.P.A.'s ■bad 
science, is a good example of pro-active issue, 
management. We are not only suing the E.P.A. in 
federal court, but also attacking them in the court of 
public opinion. 
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EXTERNAL ISSUES —LITIGATION. 


Q. What is the status of product liability litigation against you? 

A. There are currently approximately cases.pending against the 
industry brought by individual plaintiffs, 3-g of which name 
Philip Morris as a defendant. That total is down considerably 
from the peak of 151 in 1986. 

* * * 


Q. You said that there's no real news on the litigation front. But 
aren't the addiction claims, and grounds for lawsuits, new? 

A. No. Addiction was an issue in the Cipollone case, and the jury 
found in our favor. The fact is that over 40 million people 
have quit smoking, and juries apply their own common sense to 
conclude that people who want to quit can, and do, quit. 


* * * 



Q. What about all the Brown & Williamson documents that have 
come out? Aren't they pretty incriminating? 

A. We can't really comment on the documents, since we only know 
what has appeared in the press. But we haven't seen anything 
very different from the documents that were produced in the 
Cipollone case, and as you remember, we won that case. So far, 
we have seen nothing that should change the complexion, or 
ultimate outcome, of the lawsuits against us or the industry. 


* * * 


Q. Aren't the lawsuits in Mississippi and Florida new? You've 

never been up against a whole state in a product liability case. 
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The ^la^s-actisu^ suit filed by the Attorney General of 
Mississi^prTand the one threatened by the State of Florida, to 
recover medicaid costs associated with illnesses allegedly 
related to smoking are somewhat novel. However, we believe 
that the Florida statute is subject to attack on both Federal and 
state constitutional grounds, and that in any suit of this type, we 
will have strong defenses available to us. 

Mississippi - Fundamentally the same as previous smoking and 
health cases the industry has successfully defended. 

- State has to prove, for each and every individual, that his 
or her illness was caused by smoking. Similarly, industry 
has all the defenses it has used successfully in defending 
other typical smoking and health cases. [E.g. assumption 
of risk/freedom of choice — the plaintiff chose to smoke 
cigarettes while fully aware of the hazards.] Also similar 
in the desire of the trial lawyers to increase their personal 
wealth. 

- The only difference in this case is that, because the state is 
the plaintiff, the costs for litigating the suit will be paid 
for by the taxpayers of the state. 

Florida - We've joined with other companies in Florida in 
opposition to this legislation and we sincerely hope there will be 
a political solution in due course. Still, there has been no suit 
filed and we understand that elected officials are willing to 
consider repealing the language. 


- 32 - 


Source: https://www.industrydocuments.ucsf.edu/docs/ymwlOOOO 


2045687734 








EXTERNAL ISSUES — FDA. 


Q. What are you going to do if Commissioner Kessler recommends 
FDA jurisdiction over cigarettes? ; 

A. Issue has been raised repeatedly. The courts, Congress, and 
even the FDA itself until recently, have consistently said that 
the FDA should not regulate tobacco. Nothing has really 
changed to cause a shift in the logic of that position, and we do 
not believe that FDA regulation will occur. 

Already heavily regulated, strongly believe that no further 
regulation is necessary. 

Do not believe that the FDA has a basis for asserting 
regulatory jurisdiction under existing law. See no reason 
for Congress to confer new jurisdiction on the FDA in this 
area. 

* * * 

[Waxman/Synar background, from Vic Han — Clearly, 

Congress as a whole does not support their measures. Synar's 
amendment was defeated very quickly. Waxman has been trying 
to get his bill out of committee for three years and was only 
able to do so this year by watering it down considerably, albeit 
not sufficiently for our consumers. There is even dissension 
within their own party with regard to how far these bills should 
go and whether FDA should regulate tobacco.] 


* * * 
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is the industry, actually using tobacco plants, or chemicals in 
your processes, that result in higher M free M nicotine d eiivered to 
the smoker? 

A. I cannot speak for the chemicals and processes used by other 
companies. But I can sav categorically that we do not use any 
chemicals or processes in order to artificially inc rease nicotine. 
in cigarettes, or in order to artificially inc rease what 
Commissioner Kessler calls "free" —- that is. bio-available. — 
nicotine, 

* * * 

[Ammonia background .. from Vic Han and Tony Andrade. — 
Although the now-public "industry list M of ingredients includ ed 
ammonia and certain ammonia compounds, OUR specific 
in gredients are trade secrets. But we CAN explain that 
ammonia and various ammonia compounds a re commonly used 
in tobacco processing, (And in food processing also, in facl ±l 
In tobacco processing: 

- They release pectins, which act as a glue holding the 
tobacco together in sheets, 

- They are flavoring agents. Note that bur lev tobacco* 
which has the highest concentration of ammonia, is known 
as the most flavorful. 

Despite Commissioner Kessler's grandstanding, none_of this ig 
news to the government. 
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EXTERNAL ISSUES — FEDERAL EXCISE TAX. 


Q. What's your best estimate of the probable federal excise tax 
increase? 

A. We don't really believe an increase is needed — cigarettes are 
already taxed disproportionately, and there is no justification 
for an increase in this regressive tax. [As I mentioned, we're 
already the country's largest taxpayer.] 

Still, we do not believe that an increase — if one is enacted — 
will be at outrageously high levels, such as two dollars. Note 
that House Ways and Means Committee reported a 45-cent 
increase spread out over 5 years. So we do not foresee a tax 
increase which is likely to have a significant adverse impact on 
our business. 

★ * * 
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EXTERNAL ISSUES 


OSHA/Waxman Bill. 


Q. What will happen to your business if OSHA's recommended 
restrictions are adopted, or the Waxman bill is enacted? 

A. We don't think they will be adopted or enacted, and that should 
be the end of the story. 

- The over-reaching restrictions proposed by OSHA and 

contained in Congressman Waxman's bill are both based on 
the EPA's risk assessment for environmental tobacco 
smoke. That report, in our opinion, is based on faulty 
science. 

We have challenged the EPA's determination in a lawsuit; 
other scientists, and journalists, have also challenged the 
EPA. [Hardly the first or only time the EPA has engaged 
in bad science.] In final analysis, best approach to 
environmental tobacco smoke is accommodation — 
embraced by the majority of both smokers and non- 
smokers. 

[Background from Vic Han — The industry and other businesses 
are in the process of providing scientific, legal and technical 
comments on the issue of indoor air quality. Many workable 
and common-sense policies are currently in place in various 
states — accommodating smokers and non-smokers has worked. 
Over time, we feel a responsible policy will be developed. The 
vast majority of Americans, according to research and polls 
conducted by news organizations and anti-smoking groups, 
prefer accommodation to Draconian measures.] 

* * * 
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EXTERNAL ISSUES — FIRE SAFE CIGARETTES 


Gi/tera/: We've been trying to develop a fire safe cigarette for 

years, but so far haven't been able to produce one that would be 
commercially acceptable. We are continuing these efforts, 
believe they will be successful in time. Meanwhile, cooperating 
with Congressman Moaklev. who is developing le gislation that 
would establish realistic standard to define "fire safe." 

Q. What about the fire safe cigarettes that "60 Minutes'* identified? 
They're on the market, aren't they? 

A. Those cigarettes have been identified as "fire safe" using 

vacuum tests. As vou can imagine, self-extinguishing properties 
in a vacuum chamber aren't the same as in the ordinary 
environment — where there's plenty of oxygen. 

* * * 

Q. What was Project Hamlet? Wasn't that a successful fire-safe 
ci garette? 

A. Not personally very familiar with the project. _But yes» Project 

Hamlet was one of many efforts over the years to develop a 
fire-safe cigarette. It did not yield a cigarette that would be 
both fire safe and commercially acceptable. Tto be checked! 
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STATE OF THE BUSINESS 


Q. What do you see as your biggest business challenge? Aren't 
you running up against pricing problems in your businesses 
aside from domestic tobacco? 

A. Yes — all the time. And we keep growing anyway, because we 
make sure that our prices meet market conditions. That's our 
greatest business challenge today, given our constrained 
economic environment. For instance, we've successfully re¬ 
aligned our prices in many other categories: 

cheese, prepared meats, powdered soft drinks in U.S. 

Miller High Life beer in U.S. 

Miracle Whip in Canada 

cigarettes in France 

In almost all of our markets, and in almost all of our categories, 
our prices are now properly aligned for volume growth. 

With appropriate prices and marketing, strong brands will 
grow. And volume growth is ultimately the best source of 
profit growth. 

* * * 

Q. What kind of results are you expecting this quarter? Are 
consensus estimates on target? 

A. We don't want to make predictions about the quarter at this 
time. But as you know, our first-quarter results were better 
than expected by the investment community. And based on the 
information available so far, we believe that all of our core 
businesses will continue to show robust growth this quarter. 

Our businesses are blessed with wonderful brands, excellent 
positioning in profitable and growing markets, and most 
importantly a superb infrastructure of people and talent. 

* * * 
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RSVP: 


1. Fred Strauss 


2. Eddie Sharpe 


Josh Welch 


4. Robert Herz 


5. Barrv Ziegler 


6. Cindy Frick 


7. John Enlund 


8. .-Richard Steenkan 


9-r-Charies Tlucek 


10. Terry Bivens 


11. Bill Knobler 


12. Harry Flavin 


13. Roy Hon 


14. Laurie Feldman 


15. June Page 


16. Stanley NemerofF 


17. Patricia Haffner 


18. Suzanne Lynde 


19. Keith Stron 


20. Jay Nelson 


21. James Murren 


22. Louis Caiola 


23. Louis Cortese 


24. Karin Larson 


25. Patricia Vaughn 


26. Melanie Niemiec 



1838 Investment 


A. G. Edwards Trust. 


Alliance Capital 


Allstate Insurance Co. 


Arco Investment 


Ark Asset Management 


Atalanta SosnofT. 

Y 

Austin, Calvert & Flavin 


Bankers Trust 


Bear Steams 

Y 

Bear Steams 

Y 

Bessemer Trust 

Y 

Boatmen's Trust 


Boston Company 

Y 

Brinson Partners 


Brown Brothers Harriman 

Y 

C. J. Lawrence 


Caiola Associates 

Y 

Caiola Associates 

Y 



Chancellor Capital 
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Name: 


Company: 


RSVP: 
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Name: 

Company: 

RSVP: 

fej. John Carlson 

Eagle Asset Management 


54. Tony Vento 

Edward Jones & Co. 


55. Edward Lampert 

ESL Partners 

Y 

56. Tom Liedtke 

Eubel Brady & Suttman Asset 

Y 

57. Nancy Daniel 

Fayez Sarofim & Co. 

N 

58. Richard Fentin 

Fidelity Management 


59. Robert Bertelson 

Fidelity Management 


60.-Lois Mazer 

First Albany Corp.^-____ 

Y 

6-J rfiecky Barfield 

First Boston Corporation 

Y 

62. Becky Johnson 

First Boston 

Y 

63. Todd Green 

First Manhattan 

Y 

64. Clinton Mayer 

First Manhattan 

Y 

■>5. Bruce Baughman 

Franklin Funds 

Y 

r 

66. Ginger Risco 

Fred Alger Management. 

Y 

67. Catherine Pascale 

Furman Selz Research 


68. Bob Leininger 

Gabeilli & Company 

Y 

69. Thomas Russo 

Gardner Investments 


70. Dave Carlson 

General Electric 


71. Thomas Driscoll 

General Electric. 


72. Mitch Canto 

Goldman Sachs 

Y ! 

73. Marc Cohen 

Goldman Sachs 

Y 

74. Nomi Ghez 

Goldman Sachs 

Y 

75. Dave Reidinger 

Goldman Sachs 

Y 

76. Randy Heck 

Goodnow & Gray 

Y 

77. Richard Mayo 

Grantham Mayo Van Otterloo 


f 78. Frank Turgeon 

H. C. Wainwright & Co. 



Source: https://www.industrydocuments.ucsf.edu/docs/ymwlOOOO 


2045687744 












































